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EXECUTIVE  SUMMARY 


BACKGROUND 

The  Honourable  Rick  Orman,  Minister  of  Energy  for  the  Province  of  Alberta,  requested  the  Energy 
Resources  Conservation  Board  (the  ERCB  or  the  Board)  to  carry  out  a  review  of  the  operation  of  the 
provincial  natural  gas  transmission  system  owned  and  operated  by  the  NOVA  Corporation  of  Alberta 
(NOVA).  The  Board  invited  participation  by  interested  parties,  including  the  public,  through  written 
submissions  and  follow-up  interviews  as  needed  to  identify  and  clarify  issues  relating  to  the  service 
NOVA  provides. 

Fifty-two  written  submissions  were  received  and  the  Board  interviewed  twenty-two  of  the  submitters 
to  clarify  submissions.  The  Board  then  summarized  its  understanding  of  the  issues  and  invited 
comments  from  NOVA  and  the  other  participants.  NOVA  prepared  a  detailed  and  comprehensive 
response  to  each  issue,  recommending  action  that  it  would  initiate  as  warranted.  All  participants  then 
had  an  opportunity  to  comment  on  NOVA's  response.  The  Board  received  thirteen  second  round 
submissions  that  commented  on  the  "Summary  of  Issues"  document  and  NOVA's  response.  This 
report  summarizes  the  issues  raised  by  all  parties,  NOVA's  response,  and  final  comments  by  the 
interested  parties  as  well  as  the  Board's  views  and  recommendations. 

ISSUES 

Some  parties  were  generally  satisfied  with  NOVA's  operating  practices,  whereas  others  identified 
issues  that,  in  their  view,  warranted  changes.  Fourteen  specific  issues  were  raised,  as  listed  below. 
With  many  of  these,  the  issue  was  raised  by  more  than  one  party,  and  the  differing  positions  put  forth 
clearly  indicate  the  difficulty  that  NOVA  is  faced  with  in  resolving  these  matters. 


1. 

Initial  Contract 

8. 

Finn  Service  Cycle 

2. 

Contract  Renewal 

9. 

Cost  of  Facilities 

3. 

Contract  Relief 

10. 

Cost-of-Service 

4. 

Relationship  Between  Contracted 

11. 

Cost  Allocation  and  Rate  Design 

and  Physical  Capacity 

12. 

Roll-In  of  Third  Party  Charges 

5. 

Assignments  and  Transfers 

13. 

Swing  Plant  Compensation 

6. 

Design  Philosophy 

14. 

Peak  Day  Supply  Availability 

7. 

Economic  Criteria  for  New 
Receipt  Capacity 

In  addition  to  these  specific  issues,  most  parties  commented  on  the  manner  in  which  NOVA  is 
regulated,  with  suggestions  that  ranged  from  maintaining  the  status  quo  to  implementing  a  formal 
system  of  regulation. 


REGULATION 

Under  the  NOVA  Corporation  of  Alberta  Act,  NOVA  sets  its  own  tolls  and  other  charges,  adjusts 
rates  and  methods  of  depreciation,  determines  the  rate  of  return,  and  prescribes  terms  and  conditions 
of  service.  Uniquely  in  North  America,  NOVA  is  exempt  from  regulatory  oversight  in  the  above 
areas,  unless  a  complaint  is  filed  with  the  Public  Utilities  Board  (the  PUB)  with  respect  to  rates,  tolls 
or  other  charges,  or  the  ERCB  with  respect  to  the  terms  and  conditions  of  service.  For  specific 
facilities,  NOVA  is  however,  subject  to  the  Pipeline  Act  administered  by  the  ERCB,  addressing 


2 


economic  and  orderly  development,  design,  construction  practices,  acquisition  of  pipeline  right  of 
way,  and  environmental  impact. 

This  limited  regulatory  framework  is  augmented  by  several  committees,  including  the  Facilities 
Liaison  Committee,  the  NOVA-Joint  Industry  Task  Force,  the  Alberta  Gas  Producers  Group,  and  the 
Shippers'  Audit  Group.  These  committees  provide  a  forum  to  communicate  and  attempt  to  resolve 
issues  in  virtually  all  areas  of  NOVA's  operations  to  avoid  the  need  for  regulatory  adjudication.  In 
addition  to  the  committees,  the  complaint  process  allows  any  party  to  raise  issues  with  the  appropriate 
Board,  if  the  party  believes  itself  unfairly  or  adversely  affected  by  a  decision  of  NOVA. 

This  process  has  the  advantages  of  allowing  NOVA  to  meet  customers'  service  requests  quickly  and 
minimizing  regulatory  effort  and  its  associated  costs.  The  perceived  shortcomings  of  the  system 
include  the  separation  of  jurisdiction  between  two  Boards,  which  leads  to  confusion  and  inefficiency; 
the  relationship  between  matters  dealt  with  by  the  separate  Boards,  which  may  lead  to  conflicting 
decisions;  the  complaint  process,  which  puts  the  onus  on  customers  and  is  also  time-limited;  and  the 
regulatory  exemption,  which  means  available  information  is  sometimes  inadequate  and  also  inhibits 
change  unless  there  is  full  consensus  among  interested  parties. 

The  Board  believes  that  one  aspect  of  the  current  process,  the  Committee  approach,  is  valuable  and 
should  be  maintained  or  even  strengthened  under  any  alternate  regulatory  process.  The  report 
discusses  several  alternatives,  as  set  out  below,  that  would  eliminate  or  reduce  the  shortcomings  of  the 
current  approach: 

•  Modified  Status  Quo 

•  Modified  Status  Quo  With  Increased  Regulation 

•  Modified  Status  Quo  with  Complaints  Addressed  to  GUB 

•  A  Single  Board  With  Combined  Jurisdiction 

RECOMMENDATIONS 

The  Board  is  prepared  to  work  with  government  representatives  and  others  as  appropriate  to  choose 
and  develop  one  of  the  alternatives.  An  informal  process  of  getting  input  from  interested  parties  is 
recommended;  the  final  decision  is  the  prerogative  and  responsibility  of  the  government. 

With  respect  to  the  14  other  specific  issues  raised  by  submitters,  because  they  have  been  and  continue 
to  be  addressed  through  the  committees,  some  of  them  have  been  resolved  or  may  be  resolved  in  the 
near  term.  To  deal  with  any  remaining  issues,  the  ERCB  is  prepared  to  participate  in  a  joint  hearing 
with  the  PUB,  in  the  fall  of  1992. 


1  INTRODUCTION 


1.1  Background,  Objectives  and  Process 

The  Honourable  Rick  Orman,  Minister  of  Energy  for  the  Province  of  Alberta,  became  aware  in  early 
1991  that  general  concerns  existed  regarding  the  service  NOVA  Corporation  of  Alberta  provides  as 
the  owner  and  operator  of  a  provincial  natural  gas  transmission  system.  These  concerns,  expressed 
both  privately  and  publicly  by  various  representatives  of  industry,  centred  on  the  management  of  the 
system  and  the  associated  cost  of  transporting  natural  gas. 

By  letter  dated  21  June  1991  (Appendix  A),  Mr.  Orman  requested  the  Energy  Resources  Conservation 
Board  (the  ERCB  or  the  Board)  to  carry  out  a  review  of  the  operation  of  the  system  to  identify  and 
clarify  existing  problems  as  well  as  methods  through  which  the  problems  might  be  addressed.  In 
response  to  the  Minister's  request,  the  Board,  by  its  letter  dated  24  June  1991  (Appendix  B),  invited 
interested  parties  to  submit  comments  on  various  categories  of  issues,  discuss  them  as  necessary,  and 
respond  to  the  comments  of  others. 

The  process  set  out  by  the  Board  allowed  the  identity  of  submitters  to  remain  confidential,  if  so 
desired,  but  ensured  mat  all  issues  would  be  identified  to  allow  comment  from  others.  Of  52 
submissions  received,  14  were  submitted  in  confidence  and  38  were  submitted  with  the  direction  they 
be  made  public  (8  of  these  latter  were  simply  requests  for  any  information  available  to  the  public  as 
the  review  proceeded).  The  non-confidential  submissions  were  distributed  to  interested  parties  on  15 
August  1991.  The  Board  interviewed  22  submitters  to  clarify  issues  identified  in  their  submissions. 

The  ERCB  released  its  summary  of  issues  on  4  November  1991,  requesting  NOVA  and  other 
interested  parties  to  comment  by  13  December  1991.  At  NOVA's  request,  this  deadline  was  deferred 
to  28  February  1992.  NOVA's  response  was  sent  to  other  interested  parties  with  a  request  for 
comments  by  16  March  1992.  To  accommodate  the  CPA,  the  Board  further  deferred  the  final  date  to 
15  April  1992.  By  mid-April  of  1992,  the  Board  had  received  13  responses  from  industry.  These  13 
responses  essentially  reiterated  positions  presented  earlier. 

This  report  summarizes  the  issues  raised  by  all  parties  and  NOVA's  response,  and  gives  the  ERCB's 
views  and  recommendations. 

1.2  Overview  of  Submissions 

Many  submitters  expressed  general  satisfaction  with  the  manner  in  which  NOVA  has  responded  to  the 
changing  environment  within  which  natural  gas  is  marketed.  A  few  were  completely  satisfied  with 
NOVA's  operating  practices.  Others  identified  specific  issues  that  affected  their  company  or  sector  of 
the  industry.  The  specific  issues  are  listed  in  Section  1.3,  with  a  more  detailed  description  of  the 
issues  and  positions  put  forth  in  Appendix  C. 

There  was  considerable  agreement  that  some  aspects  of  NOVA's  operations  were  favourable  and 
should  be  maintained  —  for  example,  availability  of  access  to  the  system  on  common  terms  and  the 
high  degree  of  reliability  of  gas  delivery.  On  the  negative  side,  most  parties  expressed  concern  about 
the  rising  cost  of  shipping  gas  on  NOVA's  system.  A  second  apparent  area  of  general  dissatisfaction 
was  that  NOVA's  operational  and  decision-making  criteria  are  not  well  set  out  or  understood  by  most 
users  of  the  system.  Some  submitters  indicated  they  simply  did  not  have  sufficient  access  to 
information  that  would  assist  them  in  determining  whether  or  not  their  concerns  —  about  costs,  for 
instance  —  were  justified. 
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1.3  Issues 

The  issues  raised  during  the  review  are  identified  briefly  below.  Appendix  C  contains  a  more 
comprehensive  description  of  these  issues  and  NOVA's  responses. 

1.  Initial  Contract  Term:  Are  initial  contract  terms  for  new  receipt  or  delivery  facilities 
appropriately  determined  to  recover  the  capital  cost  of  the  specific  facility,  and  that  of 
additional  intermediate  or  mainline  facilities  when  needed  to  accommodate  the  new  receipt 
or  delivery  capacity? 

2.  Contract  Term  and  Renewal:  Does  the  current  practice  of  allowing  1-year  renewable 
contacts  where  no  initial  term  is  involved  provide  for  an  equitable  and  sufficient  financial 
commitment  to  the  system  among  all  users,  and  is  the  current  3-month  notice  period  for 
contract  renewal  adequate  for  system  planning  purposes? 

3.  Contract  Relief:  Is  NOVA's  current  policy  regarding  granting  contract  relief  to  shippers 
who  no  longer  need  their  full  contracted  capacity  or  contract  term  equitable  to  all  users  of 
the  system  and  if  not,  how  can  it  be  made  more  equitable? 

4.  Relationship  Between  Contracted  and  Physical  Capacity:  Should  availability  of  firm 
service  at  receipt  or  delivery  points  be  limited  to  the  physical  capacity  to  receive  or  deliver 
gas  at  that  point? 

5.  Assignments  and  Transfers:  Does  NOVA's  current  practice  encourage  the  use  of 
assignments  and  transfers  of  service  to  optimize  system  utilization? 

6.  Design  Philosophy:  Is  NOVA's  pipeline  system  designed  and  operated  optimally  in  terms 
of  the  present  capacity  relative  to  the  present  gas  throughput? 

7.  Economic  Criteria  for  New  Receipt  Capacity:  Is  receipt  capacity  being  added  to  the 
system  at  a  faster  rate  than  is  needed  having  regard  for  downstream  delivery  capacity,  and 
if  so,  is  this  caused  in  part  by  charges  for  receipt  service  that  do  not  fully  reflect  all 
associated  costs? 

8.  Firm  Service  Cycle:  Can  the  current  Firm  Service  Cycle  of  27  months  between  the  time 
when  a  request  for  service  is  filed  with  NOVA  and  the  time  when  service  is  available, 
reasonably  be  shortened? 

9.  Cost  of  Facilities:  Do  NOVA's  facility  costs  reflect  excessive  overhead  and  design  and 
construction  standards  that  are  higher  than  necessary  to  achieve  adequate  system  reliability? 

10.  Cost-of-Service:  Is  there  sufficient  information  available  to  determine  if  NOVA's  tolls  are 
as  low  as  possible  and  determined  fairly? 

11.  Cost  Allocation  and  Rate  Design:  Are  NOVA's  rate  design,  the  current  "postage  stamp", 
and  the  allocation  of  costs  to  different  rates  equitable  and  effective? 

12.  Roll-In  of  Third  Party  Pipeline  Charges:  Should  NOVA  be  required  to  include  in  its  cost- 
of-service,  tolls  paid  by  its  customers  for  service  on  other  intra-Alberta  pipelines? 
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13.  Swing  Plant  Compensation:  Should  the  some  40  gas  plants  on  the  NOVA  system  that 
provide  NOVA  flexibility  to  respond  quickly  to  changing  deliverability  requirements  be 
compensated  for  their  service  to  NOVA  shippers? 

14.  Peak  Day  Supply  Availability:  Is  there  currently  adequate  gas  supply  connected  to  the 
pipeline  system  to  meet  the  peak  day  requirement  for  Alberta  gas? 

Although  the  ERCB  had  not  requested  comment  on  the  manner  in  which  NOVA  is  regulated,  most 
submitters  gave  their  views,  with  suggestions  that  ranged  from  maintaining  the  status  quo  to  full 
regulation  of  NOVA.  The  regulatory  process  and  options  for  change  are  discussed  in  Section  2. 

2  METHOD  OF  REGULATION 

2.1  Current  Regulatory  Framework 

In  1954,  through  passage  of  the  Alberta  Gas  Trunk  Line  Company  Act,  the  Government  of  Alberta 
established  the  Alberta  Gas  Trunk  Line  Company.  The  company  became  NOVA,  an  Alberta 
Corporation  in  1980.  The  current  legislation  governing  NOVA  is  the  NOVA  Corporation  of  Alberta 
Act,  Chapter  N-12  of  the  Revised  Statutes  of  Alberta  (the  NOVA  Act). 

NOVA  is  granted  certain  powers  and  has  certain  obligations  in  accordance  with  the  NOVA  Act.  It  is 
authorized  by  Section  37(1)  of  the  NOVA  Act  to  set  tolls  and  other  charges  on  its  system,  to  adjust 
rates  and  methods  of  depreciation,  and  to  determine  the  rate  of  return.  Section  39(1)  authorizes 
NOVA  to  prescribe  terms  and  conditions  of  service  for  its  system;  Section  22  exempts  it  from  the 
provisions  of  the  Gas  Utilities  Act  —  including  Section  36(1),  whereby  any  changes  to  toll  charges  or 
schedules  require  approval  of  the  Public  Utilities  Board  (PUB). 

In  place  of  full  regulation  of  NOVA's  operations,  the  NOVA  Act  provides  for  interested  parties  to  file 
a  complaint  against  NOVA  with  respect  to  either  rates  and  tolls  or  terms  and  conditions  of  service. 
The  jurisdiction  to  resolve  a  written  complaint  about  rates  or  tolls  resides  with  the  PUB,  which  would, 
following  a  hearing  of  interested  parties,  confirm  or  vary  the  rate,  toll,  or  charge  in  question.  Any 
order  issued  by  the  PUB  confirming  or  varying  a  rate,  toll,  or  charge  levied  by  NOVA  would  remain 
in  effect  for  a  maximum  period  of  12  months,  in  accordance  with  Section  37(3)  of  the  NOVA  Act. 
Jurisdiction  to  decide  upon  written  complaints  regarding  terms  or  conditions  of  service  rests  with  the 
ERCB,  which  may,  following  a  hearing  of  interested  parties,  vary  or  confirm  the  terms  or  conditions 
in  question. 

In  addition  to  the  NOVA  Act,  as  an  operator  of  pipelines  within  Alberta,  NOVA  is  subject  to  all 
requirements  of  the  Pipeline  Act,  Chapter  P-8  of  the  Revised  Statutes  of  Alberta,  1990  (Pipeline  Act), 
administered  by  the  ERCB.  Under  the  authority  of  the  Pipeline  Act,  the  ERCB  addresses  matters 
relating  to  economic  and  orderly  development,  design,  construction  practices,  acquisition  of  pipeline 
right-of-way,  and  environmental  impact. . 

During  the  1980s,  the  ERCB's  determination  of  whether  or  not  NOVA's  proposed  additions  to  its 
system  represented  economic,  orderly,  and  efficient  development  was  based  on  economic  criteria  and 
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procedures  stated  explicitly  in  Informational  Letter  IL  80-10. 1  In  June  1990,  the  assessment  criteria 
of  IL  80-10  were  replaced  by  new  procedures  described  in  ERCB  Informational  Letter  IL  90-8,  which 
were  intended  to  accommodate  changes  occurring  as  a  result  of  deregulation  of  the  gas  industry  (see 
Appendix  D).  The  revised  procedures  described  in  IL  90-8  required  NOVA  to  establish  a  committee 
with  representation  from  NOVA,  industry  associations,  and  other  interested  parties  to  facilitate 
exchange  of  information  and  to  address  NOVA's  long-term  planning  and  policy.  This  committee, 
established  by  NOVA  in  May  1990,  is  known  as  the  Facilities  Liaison  Committee.  NOVA  is  also 
required  by  the  revised  procedures  to  annually  file  a  preliminary  plan  describing  all  planned  facility 
additions  and  major  modifications  (Annual  Plan).  This  Annual  Plan  is  reviewed  by  the  ERCB,  the 
Facilities  Liaison  Committee,  and  any  other  interested  parties.  Concerns  with  respect  to  general 
matters  or  relating  to  specific  facilities  proposed  in  the  plan  are  to  be  discussed  with  NOVA.  Where 
satisfactory  resolution  is  not  achieved  through  these  discussions,  the  parties  may  submit  their  concerns 
to  the  ERCB.  To  address  concerns  relating  to  general  matters,  the  Board  may  call  a  meeting  of  all 
interested  parties.  The  Board  would  address  concerns  relating  to  specific  facilities  proposed  in  the 
Annual  Plan  when  the  subject  application  is  filed  in  accordance  with  the  Pipeline  Act. 

In  addition  to  the  Facilities  Liaison  Committee,  three  other  committees  meet  on  an  ongoing  basis  in 
conjunction  with  NOVA  matters:  (1)  NOVA-Joint  Industry  Task  Force;  (2)  Alberta  Gas  Producers 
Group;  (3)  Shippers  Audit  Group. 

The  Joint  Industry  Task  Force  has  been  meeting  regularly  since  the  summer  of  1989.  The  committee 
is  intended  as  a  forum  for  discussion  of  a  wide  range  of  policy-oriented  issues.  The  Joint  Industry 
Task  Force  is  comprised  of  representatives  of  NOVA,  Canadian  Petroleum  Association,  Independent 
Petroleum  Association  of  Canada,  Small  Explorers  and  Producers  Association  of  Canada,  Industrial 
Gas  Consumers  Association  of  Alberta,  Alberta  &  Southern  Gas  Co.  Ltd.,  Western  Gas  Marketing 
Limited,  Pan  Alberta  Gas  Ltd,  and  the  Alberta  Department  of  Energy. 

The  Alberta  Gas  Producers  Group  originated  in  the  mid-1970s  to  voice  industry  views  on  the 
operations  of  the  NOVA  system.  The  Alberta  Gas  Producers  Group  was  active  on  behalf  of 
producers  during  the  Alberta  Cost-of-Service  Inquiry  in  1977  and  1978,  and  in  the  debate  over  flow- 
through  tax  treatment  that  was  prevalent  from  1977  to  1981.  In  recent  years,  the  Alberta  Gas 
Producers  Group  has  adopted  the  task  of  annual  negotiations  with  NOVA  over  matters  related  to 
capital  structure  and  rate  of  return.  The  Alberta  Gas  Producers  Group  currently  comprises 
15  members,  including  both  large  and  small  producers. 

Prior  to  1984,  each  major  shipper  conducted  separate  audits  of  NOVA's  cost-of-service,  as  allowed 
under  the  NOVA  tariff.  In  March  1984,  the  major  shippers  combined  forces  and  retained  the 
accounting  firm  of  Buchanan,  Barry  &  Company  to  perform  a  regular  monthly  audit.  The  audit, 
which  is  the  property  of  Shippers  Audit  Group  members,  covers  cost-of-service,  capital  expenditures 
and  additions  to  rate  base,  transportation  tariffs  and  associated  billing,  corporate  costs  and  allocations. 
The  cost-of-service  audit  also  includes  expenses,  depreciation,  rate  of  return,  taxes  and  transportation 
by  others. 


^RCB  Informational  Letter  IL  80-10  "Procedures  and  Economic  Criteria  for  the  Assessment  of 
Future  Alberta  Gas  Trunk  Line  Applications". 
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2.2  Critiques  of  the  Current  Method  of  Regulation 

Almost  every  party  expressed  views  on  the  effectiveness  of  the  current  method  of  regulating  NOVA's 
gas  transmission  operations.  Some  parties  expressed  complete  satisfaction  with  the  current  complaint- 
based  approach,  while  others  argued  for  a  more  fully  regulated  NOVA.  The  advantages  and 
shortcomings  of  the  current  method  of  regulation,  as  submitted  in  this  review,  are  outlined  below. 


These  are  identified  as  set  out  by  participants  and  the  Board  has  not  ranked  or  assigned  any  specific 
weighting  to  them. 

Advantages  of  the  Existing  Regulatory  System 

1.  The  current  method  of  regulation  provides  NOVA  with  the  flexibility  to  make  decisions  on 
requests  for  service  or  changes  in  practice  more  expeditiously  than  is  the  case  with  other 
fully-regulated  pipelines.  Any  departure  from  the  existing  system  may  lengthen  the  time 
NOVA  requires  to  meet  customers'  service  requests. 

2.  The  provision  for  NOV  A/customer  consultations,  through  the  committees,  potentially 
allows  resolution  of  issues  by  the  parties  themselves,  without  invoking  the  regulatory 
apparatus.  Changes  to  the  current  process  would  likely  imply  greater  regulatory  effort  and 
higher  costs  for  all  concerned. 


Shortcomings  of  the  Existing  Regulatory  System 

1 .  The  jurisdiction  for  NOVA  resides  with  two  separate  regulators,  with  potential 

inefficiencies  in  operation  and  decision-making. 


2.  The  shared  jurisdiction  leads  to  confusion  as  to  where  some  complaints  should  be  directed. 

3.  There  are  linkages  between  terms  and  conditions  of  service  and  rates  and  tolls.  Changes  to 
certain  terms  and  conditions  of  service  can  affect  rates  and  tolls.  Therefore,  rulings  from 
the  two  Boards  could  potentially  conflict  or,  at  least,  be  affected  by  each  other. 

4.  The  complaint-based  process  puts  the  onus  on  NOVA's  customers  to  seek  redress  after 
NOVA  has  taken  a  decision.  That  can  be  problematic  as  well  as  potentially  expensive,  and 
the  information  needed  to  form  a  complaint  is  not  always  easily  available. 

5.  The  12-month  limit  on  PUB  orders,  issued  under  Section  37(2)  of  the  NOVA  Act,  inhibits 
customers  from  formally  complaining  because  the  cost  of  following  through  with  a  hearing 
may  not  be  justified  by  a  term  of  relief  of  only  12  months. 

6.  Because  NOVA  is  exempt  from  PUB  scrutiny  of  acquisitions,  investment  policy,  and 
setting  of  rates  and  tolls,  industry  has  to  assign  resources  on  a  continuous  basis  to  protect 
their  interests  adequately.  In  particular,  cost-of-service  information  is  inadequate  to  allow 
assessment,  and  there  is  no  forum  for  discussion  of  such  matters. 


7. 


NOVA  has  difficulty  deciding  on  proposals  for  change  unless  there  is  consensus  regarding 
the  change  among  all  parties  with  legitimate  interests. 
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2.3  Alternate  Methods  of  Regulation 

Before  discussing  the  alternatives,  the  Board  would  like  to  emphasize  one  aspect  of  the  current  process 
it  perceives  as  highly  beneficial.  The  various  committees  responsible  to  review  a  broad  variety  of 
issues  and  seek  a  negotiated  solution  have  significant  advantages.  One  advantage  is  the  interaction  of 
the  players  and  the  concomitant  increase  in  understanding  of  the  other  side's  point  of  view.  If 
properly  managed,  this  interaction  has  the  potential  to  reduce  the  number  of  issues  requiring  hearings 
for  resolution.  Hearings  result  in  decisions  but  do  not  necessarily  resolve  issues;  in  fact,  they  may 
exacerbate  differences  among  parties,  leading  to  increasingly  acrimonious  confrontations  over  time. 
By  providing  a  means  whereby  all  points  of  view  can  be  aired  in  a  relatively  non-confrontational 
forum,  the  committee  process  can  lead  to  better  understanding  and  fewer  hearings  in  future. 

A  number  of  the  specific  issues  raised  during  the  review  have  been  essentially  resolved,  leaving  only  a 
few  to  be  dealt  with  through  some  formal  process,  discussed  below.  The  Board  recognizes  that  the 
negotiations  over  the  past  year  may  have  been  influenced  by  the  fact  that  this  review  was  ongoing; 
that  parties  may  have  been  somewhat  more  co-operative  because  of  that.  However,  the  advantage  has 
now  been  demonstrated.  Therefore,  the  Board  will  be  emphasizing  the  committee  process  in  all  of  the 
alternatives  it  is  presenting  for  consideration. 

The  Board  notes  that  many  parties  view  the  12-month  limit  on  a  PUB  ruling  on  NOVA  matters  as  a 
deterrent  to  using  the  current  complaint  process.  However,  the  12-month  time  limit  seems  intended  to 
provide  comparability  with  normal  regulation,  under  which  reviews  can  be  held  annually.  Although 
the  time  limit  does  allow  NOVA  to  return  to  a  previous  practice  after  12  months,  NOVA  would 
probably  not  take  such  action  given  the  likelihood  that  a  subsequent  hearing  would  reinstate  the  PUB's 
earlier  decision.  Thus,  the  removal  of  the  time  limit  may  not  be  appropriate. 

The  various  regulatory  options  emerging  from  the  ERCB's  review  are  set  out  below.  One  option  not 
included  is  to  maintain  the  status  quo.  Although  the  ERCB  believes  clarifying  the  existing  jurisdiction 
of  the  two  Boards  would  make  the  status  quo  more  workable,  some  changes  to  that  jurisdiction  appear 
desirable.  Therefore,  the  ERCB  has  set  out  the  following  four  options  for  consideration.  In  each  of 
the  options  described,  it  is  intended  that  the  ERCB  (or  the  Single  Board  With  Combined  Jurisdiction) 
would  continue  to  administer  the  Pipeline  Act  and  maintain  its  responsibility  for  approval  of  NOVA's 
pipeline  facilities. 

•  Modified  Status  Quo 

•  Modified  Status  Quo  With  Increased  Regulation 

•  Modified  Status  Quo  with  Complaints  Addressed  to  GUB 

•  A  Single  Board  With  Combined  Jurisdiction 

These  options  are  presented  in  general  terms  below  and  are  summarized  in  Table  1.  Once  a  choice  is 
made,  the  ERCB  envisions  a  process  of  consultation  involving  all  stakeholders  in  determining  the 
associated  details,  such  as  the  structure  and  responsibilities  of  committees  and  the  nature  and  extent  of 
the  regulatory  apparatus. 

Modified  Status  Quo 

This  would  differ  from  the  status  quo  as  follows: 

•  Responsibility  for  terms  and  conditions  of  service  would  be  transferred  from  the  ERCB  to 
the  PUB. 
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•  All  issues,  whether  initiated  by  committee  members,  outside  affected  parties  or  the  Boards 
themselves,  would  be  raised  through  committees;  those  unresolved,  or  not  resolved  in  a 
manner  that  is  satisfactory  to  the  party  raising  the  issue,  would  go  to  the  appropriate  Board 
for  a  hearing. 

This  approach  would  maintain,  to  some  degree,  the  flexibility  of  the  current  approach,  although  it 
would  require  increased  interaction  between  NOVA  and  the  committees.  It  would  require  minimal 
regulatory  intervention  but  would  provide  a  more  clearly  defined  course  for  regulatory  adjudication 
when  necessary. 

This  option  would  reduce  advantage  1,  but  would  answer  shortcomings  2,  3  and  7,  reduce  the 
significance  of  4  and  6,  and  perhaps  even  1,  as  identified  in  Section  2.2. 

Modified  Status  Quo  With  Increased  Regulation 

This  would  differ  from  the  modified  status  quo  as  follows: 

•  All  proposals  to  change  rates  and  tolls  or  terms  and  conditions  of  service  or  to  address 
other  issues  would  require  regulatory  approval  by  either  the  ERCB  or  the  PUB. 

It  is  almost  certain  that  a  move  towards  full  regulation  would  eliminate  much  of  the  flexibility  for 
change  that  is  currently  enjoyed  by  NOVA  and  its  customers.  Increased  regulatory  involvement 
would  remove  at  least  part  of  the  onus  of  regulating  from  NOVA's  customers,  but  would  come  with 
the  cost  of  increased  regulatory  effort. 

The  change  to  greater  regulation  might  also  reduce  the  incentive  for  committees  to  work  diligently  in 
finding  solutions  to  difficult  problems,  since  leaving  them  to  the  Boards  may  seem  more  expedient. 
This  could  eventually  dilute  some  of  the  advantage  of  co-operative  action  and  exchange  of  views 
within  the  committees. 

This  option  would  eliminate  advantage  1  and  might  reduce  advantage  2,  but  would  address 
shortcomings  2,  3,  4,  5,  6,  and  7,  and  perhaps  reduce  the  significance  of  shortcoming  1. 

Modified  Status  Quo  with  Complaints  Addressed  to  GUB 

In  this  option,  the  existing  Gas  Utilities  Act  would  be  amended  to  constitute  a  new  Gas  Utilities  Board 
(GUB)  that  would  have  jurisdiction  over  certain  NOVA  matters.  The  GUB  would  be  made  up  of  the 
Chairmen  of  the  PUB  and  the  ERCB,  and  would  itself  be  chaired  by  a  third  representative  appointed 
by  the  Lieutenant  Governor  in  Council.  Terms  and  conditions  of  service  would  be  transferred  to  the 
PUB  from  the  ERCB,  as  in  the  modified  status  quo.  The  GUB  would  be  invoked  on  a  complaint 
basis  to  consider  matters  unresolved  by  the  committees.  It  would  have  discretion  to  refer  any 
complaint  to  the  ERCB  alone  or  the  PUB  alone,  or  to  decide  the  matter  itself  if  joint  consideration  of 
facilities  and  rates  was  needed.  As  a  result,  from  a  jurisdictional  perspective,  the  ERCB  would 
maintain  its  approving  function  for  strict  facility  matters,  the  PUB  would  maintain  its  jurisdiction  for 
cost-of-service  and  rate  design,  and  would  add  responsibility  for  terms  and  conditions  of  service.  The 
GUB  would  deal  with  global  issues,  if  such  occur,  combining  areas  under  the  jurisdiction  of  both 
ERCB  and  PUB.  With  terms  and  conditions  of  service  under  the  jurisdiction  of  the  PUB,  the 
occasions  on  which  the  GUB  would  actually  decide  matters  would  appear  relatively  rare.  In  most 
instances,  matters  once  viewed  as  having  elements  requiring  consideration  by  both  Boards  would  fall 
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to  the  PUB.  Therefore,  as  a  practical  matter,  the  usefulness  of  this  approach,  compared  with  say,  the 
modified  status  quo,  is  questionable. 

This  option  would  reduce  advantage  1,  and  would  answer  shortcomings  2,  3  and  7. 
Single  Board  with  Combined  Jurisdiction 

This  option  would  see  the  ERCB  and  the  PUB  merged  into  a  single  regulatory  body  with  jurisdiction 
including  matters  that  relate  to  NOVA.  The  current  provision  for  a  Gas  Utilities  Board  could  be 
eliminated.  The  new  Board  could  be  constituted  in  a  manner  that  implied  either  more  or  less 
regulatory  involvement. 

Under  a  light  regulatory  approach,  the  committees  would  retain  an  important  role,  reviewing  issues 
thoroughly  and  resolving  them  when  possible,  referring  them  to  the  new  Board  only  when  negotiated 
solutions  proved  elusive.  Since  the  committees  do  not  represent  all  stakeholders,  the  opportunity 
would  exist  for  outside  parties  to  raise  issues  through  the  committees  and  then,  if  necessary,  before 
the  Board. 

This  approach  would  reduce  but  not  eliminate  advantage  1,  but  would  answer  shortcomings  1,  2,  3 
and  7.  Shortcomings  4  and  6  could  probably  be  minimized,  but  are  not  eliminated. 

If  this  option  is  implemented  with  stronger  regulatory  characteristics,  it  would  still  benefit  from 
committee  review  and  resolution  of  issues  as  possible.  But  since  all  changes  would  require  regulatory 
approval,  there  would  be  a  risk,  as  noted  above,  that  committee  work  might  be  somewhat  less  diligent 
than  otherwise.  This  approach  would  resolve  all  of  the  currently  perceived  shortcomings,  but  would 
also  reduce  or  eliminate  the  advantages  of  the  current  process. 

The  concept  of  a  single  regulatory  Board  has  precedent  in  other  jurisdictions.2  Moreover,  some 
practical  economies  might  be  available  from  bringing  together  two  organizations  with  similar 
purposes. 

From  the  point  of  view  of  effective  regulation,  other  considerations  may  be  relevant.  A  philosophical 
issue,  with  some  practical  significance,  centres  on  the  manner  in  which  the  ERCB  and  the  PUB  view 
their  responsibilities  and  whether  or  not  differences  between  them  would  be  difficult  to  accommodate. 
The  ERCB  has  traditionally  taken  a  long-term  view  in  its  decision  making,  particularly  when  assessing 
how  the  broad  public  interest  might  be  affected  by  its  decisions.  On  the  other  hand,  matters  which  the 
PUB  address  often  require  a  shorter-term  outlook  in  deciding  how  to  allocate  the  risks  of  projects 
between  investors  and  consumers,  when  questions  of  current  need  are  pre-eminent.  Both  approaches 
may  be  appropriate  in  their  respective  circumstances,  but  to  force  the  decision  makers  to  forge  a 
common  theme  may  be  inadvisable.  However,  it  seems  more  likely  that  such  problems  would  be 
transitional.  Clearly,  the  two  Boards  could  be  merged  and  legislation  rewritten  to  ensure  no  direct 
conflict  in  purpose.  The  question  is  whether  a  single  organization  would  emerge,  better-equipped  to 
carry  out  all  of  the  functions  and  responsibilities  of  both  Boards  today. 


2In  Alberta,  this  might  have  relevance  for  the  regulation  of  the  electrical  and  gas  utility  industries 
as  well. 
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3  RECOMMENDATIONS 

Because  this  review  was  focused  exclusively  on  the  operations  of  NOVA,  the  regulatory  options  set 
out  above  have  not  been  tested  with  respect  to  other  responsibilities  of  the  PUB  and  the  ERCB.  With 
respect  to  how  the  various  options  deal  with  perceived  shortcomings  of  the  current  process  under 
which  NOVA  operates,  the  Board  notes  that  each  of  them  addresses  some  of  the  shortcomings  but  also 
may  affect  the  advantages  of  the  current  system.  The  Board  would  be  prepared  to  work  with  the 
government  and  other  interested  parties  to  select  and  assess  in  greater  detail  one  or  more  of  the 
regulatory  options. 

The  Board  is  not  recommending  a  hearing  to  consider  the  final  selection.  The  selection  of  a  new 
regulatory  framework  for  Alberta  is  better  decided  through  a  less  formal  process  allowing  input  from 
as  broad  a  spectrum  of  interested  parties  as  possible  and  facilitating  a  thorough  discussion  and 
exchange  of  views.  To  some  extent  that  has  happened  already;  the  final  decision  is  the  prerogative 
and  responsibility  of  the  elected  representatives  of  the  people  of  Alberta. 

With  respect  to  the  other  matters  raised  during  the  course  of  the  review,  the  authorizing  letter  from 
the  Honourable  Rick  Orman  stated  "I  believe  it  is  important  to  clarify  the  issues  and  concerns  of  the 
various  parties  prior  to  initiating  more  formal  proceedings  or  adopting  measures  to  address  them." 
The  Board  believes  this  report  has  met  that  objective  and  notes  that  many  of  the  concerns  have  been, 
or  are  in  the  process  of  being,  resolved  through  the  work  of  the  committees  and  by  the  parties 
themselves.  However,  some  of  the  issues  do  not  lend  themselves  to  resolution  in  this  manner.  For 
those,  the  ERCB  would  be  prepared  to  discuss  with  the  PUB  the  possibility  of  a  joint  hearing  to  be 
held  at  some  appropriate  time  in  the  fall  of  1992.  Although  some  of  the  issues  might  currently  fall 
under  the  jurisdiction  of  one  or  the  other  Board,  there  could  be  advantages  to  a  joint  hearing.  Such  a 
hearing  could  address  the  following  issues  as  well  as  other  matters  that  remain  outstanding  at  that 
time. 

Roll-in  of  Third  Party  Charges 

•  Contract  Demand  Relief 

•  Relationship  Between  Contracted  and  Physical  Capacity 

•  Cost  Allocation  and  Rate  Design 

•  Cost-of-Service 

•  Peak  Day  Supply 

Since  these  issues  are  currently  being  considered  by  the  committees  and  their  status  continues  to 
change,  the  Board  would  expect  to  be  advised  by  the  committees  prior  to  the  hearing  with  respect  to 
the  need  to  address  any  or  all  of  these  matters. 


APPENDIX  A 


ENERGY 


Office  of  the  Minisier 


228  Legislature  Building,  Edmonton,  Alberta.  Canada  T5K  2B6  403/427-3740 


June  21,  1991 


Dr.  J.  P.  Prince 
Vice-chairman 

Energy  Resources  Conservation  Board 
640  -  5th  Avenue  SW 
Calgary,  Alberta 
T2P  3G4 

Dear  Dr.  Prince: 

Thank  you  for  your  letter  of  June  20,  1991,  outlining  your 
proposed  approach  to  reviewing  the  issues  related  to  the  operations 
of  Nova-  I  believe  it  is  important  to  clarify  the  issues  and 
concerns  of  the  various  interested  parties  prior  to  our  initiating 
more  formal  proceedings  or  adopting  measures  to  address  them. 

I  believe  you  have  proposed  the  appropriate  categories  of 
issues  to  be  addressed:  terms  of  service,  criteria  for  system 
design  and  expansion,  implications  for  supply,  and  other  matters 
brought  forward  by  interested  parties. 

While  the  schedule  you  have  set  to  cover  these  areas  will  make 
this  an  intensive  process,  I  believe  it  is  important  to  complete 
your  review  and  report  by  the  October  1  target  date  that  you  have 
set. 

I  look  forward  to  your  report. 


Rick  orman 
Minister  of  Energy 


Energy  Resources 
Conservation  Board 


640  Fifth  Avenue  SW 
Calgary,  Alberta 
Canada  T2P  3G4 


Telephone  (403)  297-8311 
Fax  (403)297-7040 


20  June  1991 


The  Honourable  Rick  Orman 
Minister  of  Energy 
Government  of  Alberta 
228  Legislature  Building 
Edmonton,  Alberta 
T5K  2B6 

Dear  Mr.  Orman: 

Following  your  request  that  the  Board  consider  the  desirability  of  reviewing  the  NOVA  system  for 
transmission  of  Alberta's  natural  gas,  we  have  discussed  the  matter  with  a  number  of  interested  parties 
and  have  concluded  that  such  a  review  is  merited.  You  indicated  that  concerns  have  been  expressed, 
both  publicly  and  privately,  in  several  quarters,  covering  a  broad  spectrum  of  issues.  Our  preliminary 
discussions  have  confirmed  a  broad  range  of  issues  that  various  parties  believe  should  be  included  in 
any  review. 

The  Board  recognizes  the  importance  of  the  NOVA  system  to  the  orderly  development  of  Alberta's 
resources  of  natural  gas  as  well  as  the  inherent  complexity  of  that  system.  We  believe  the  producing 
and  consuming  sectors  of  the  gas  industry  will  be  best  served  by  a  process  leading  to  clear 
understanding  of  how  NOVA  is  operated  and  regulated  today  and  what  the  implications  of  any 
changes  to  the  current  operating  procedures  would  be.  We  also  believe  the  procedure  must  ensure 
that  the  real  issues  are  fully  identified,  so  that  any  subsequent  formal  proceeding  would  work  as 
efficiently  as  possible. 

To  that  end,  the  Board  is  proposing  a  relatively  informal  process,  its  primary  objective  being  to 
identify  issues  warranting  further  consideration.  The  review  would  encompass  four  broad  categories: 

A.  Terms  of  service—including  terms  of  access  as  well  as  conditions  and  obligations  of  firm  and 
interruptible  service. 

B.  Criteria  for  system  design  and  expansion—including  the  philosophy  underlying  physical  design 
and  economic  justification  for  added  facilities. 

C.  Implications  for  supply-including  the  timing  and  magnitude  of  changes  to  the  cost  of  service 
and  the  implications  of  such  changes  for  the  public  interest  of  Albertans. 

D.  Other  matters  brought  forward  by  interested  parties  for  review. 


Page  Two 

The  Honourable  Rick  Orman 


The  method  of  review  would  be  by  written  submission  of  any  interested  party,  followed  by  interviews 
with  selected  parties  to  ensure  the  Board  has  an  overall  understanding  of  the  concerns  raised. 
Recognizing  the  sensitivity  many  parties  feel  about  publicly  commenting  on  the  activities  of  others  in 
their  own  industry,  the  Board  is  prepared  to  accept  the  initial  written  and  verbal  submissions  in 
confidence.  The  issues  raised  would  be  summarized  under  the  Board's  letterhead  and  provided  to  all 
interested  parties  for  comment  prior  to  the  finalization  of  the  report. 

The  Board  would  then  prepare  a  report  for  your  consideration,  summarizing  the  issues  raised, 
evaluating  the  implications  of  those  issues  for  the  development  of  the  gas  industry  and  for  the  public 
interest  of  Albertans,  and  recommending  further  action,  including  potential  regulatory  proceedings  that 
might  usefully  address  some  issues.  At  this  initial  stage,  we  would  not  expect  to  hear  and  decide  on 
specifics  but  rather  to  catalogue,  briefly  evaluate,  and  recommend  subsequent  disposition  of  issues 
raised  during  our  process  of  review.  However,  if  critical  issues  emerge  and  some  interim  action  is 
indicated,  we  could  make  an  appropriate  recommendation. 

If  this  approach  to  the  matter  you  have  raised  meets  with  your  approval,  we  would  be  prepared  to 
begin  immediately  and  would  hope  to  provide  you  with  a  report  by  October  1,  1991. 


l/J.  P.  Prince,  Ph.D. 
Vice  Chairman 


JPP/sc 
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Energy  Resources  640  Fifth  Avenue  SW  Telephone  (403)  297-831 1 

Conservation  Board  Calgary,  Alberta  Fax  (403)297-7040 

Canada  T2P  3G4 


24  June  1991 


TO  ALL  OIL  AND  GAS  OPERATORS 


The  Energy  Resources  Conservation  Board,  following  a  request  from  the  Honourable  Rick  Orman, 
Minister  of  Energy  for  the  Province  of  Alberta,  is  inviting  submissions  on  the  operation  of  the 
NOVA  Corporation  of  Alberta  (NOVA)  natural  gas  transmission  system.  Any  party  having  an 
interest  in  this  matter  is  invited  to  provide  its  views,  in  written  form,  in  accord  with  the  Terms  of 
Reference  and  schedule  set  out  below.  The  objective  of  the  Board  is  to  identify  issues  and  to  generate 
counsel  on  how  those  issues  would  be  most  appropriately  addressed. 

Terms  of  Reference 

The  Board  is  requesting  submissions  identifying  issues  related  to  the  operations  of  NOVA  in  four 
main  categories: 

A.  Terms  of  service— including  terms  of  access  as  well  as  conditions  and  obligations  of  firm  and 
interruptible  service. 

B.  Criteria  for  system  design  and  expansion-including  the  philosophy  underlying  physical  design, 
economic  justification  for  added  facilities,  and  the  planning  cycle. 

C.  Implications  for  supply-including  the  riming  and  magnitude  of  changes  to  the  cost  of  service 
and  the  implications  of  such  changes  for  the  public  interest  of  Albertans. 

D.  Other  matters  brought  forward  by  interested  parties  for  review. 
Procedures 

The  review  to  identify  issues  will  be  carried  out  under  the  direction  of  the  Energy  Resources 
Conservation  Board,  with  the  assistance  of  consultants  as  required  and  selected  staff  from  Alberta's 
Department  of  Energy. 

The  Board  will  receive  all  written  comments  and  verbal  information  through  interviews  on  a 
confidential  basis.  The  source  of  information  received  in  the  above  manner  will  not  be  identified  to 
any  participants  outside  of  the  ERCB's  working  team  and  selected  staff  from  the  Department  of 
Energy,  Province  of  Alberta,  without  the  permission  of  the  submitting  party.  Submitters  are  asked  to 
indicate  in  the  opening  paragraph  their  preference  in  this  regard  by  stating  either  "Submitted  in 
Confidence"  or  "Submission  Available  to  Public". 


NOVA  and  all  other  participants  will  be  provided  an  opportunity  to  comment  on  summarized  issues 
transmitted  to  them  by  the  ERCB.  NOVA's  comments  will  be  made  available  to  all  participants. 

Public  release  of  the  final  report  will  be  at  the  discretion  of  the  Minister  of  Energy. 

The  Board's  final  report  will  not  be  limited  to  the  submissions  received  as  above;  the  Board  reserves 
the  right  to  identify  issues  it  deems  relevant,  as  appropriate.  In  particular,  the  Board  is  aware  of 
efforts  currendy  under  way  through  the  joint  Industry /NOVA  Facilities  Liaison  Committee  and  will 
give  full  attention  to  the  results  of  that  process. 

Background  information  can  be  obtained  from  the  ERCB's  Informational  Letter  IL  90-8  dated  22  June 
1990,  and  from  NOVA's  annual  plan,  which  has  now  been  filed  with  the  Board.  Copies  of  the  annual 
plan  are  available  from  NOVA,  and  one  copy  is  available  for  public  viewing  at  the  ERCB's 
Information  Services  Section  in  Calgary. 

Schedule  for  Submissions,  Discussion,  and  Comments 

19  July  1991 -Initial  submission  to  the  ERCB  on  issues  relating  to  the  operation  of  the  NOVA  system. 

22  July  1991  to  16  August  1991-The  ERCB  will  hold  interviews  with  selected  parties  on  an 
individual  basis  to  come  to  an  overall  understanding  of  the  written  submissions. 

19  August  1991-The  ERCB  will  issue  a  summary  of  issues  and  suggestions  as  to  how  they  should  be 
addressed  to  all  participants  for  review  and  comment.  (To  expedite  the  review,  at  its  discretion 
throughout  the  process,  the  Board  will  provide  NOVA  with  summaries  of  the  issues  being  raised.) 

13  September  1991— Deadline  for  receipt  of  comments  on  the  summary  of  issues  and  suggestions  as  to 
how  they  should  be  addressed. 

1  October  1991-The  ERCB  will  report  to  the  Minister  of  Energy  its  findings  and  recommendations. 

All  submissions  should  be  addressed  to  M.  J.  Brum,  Board  Solicitor,  640  Fifth  Avenue  S.W., 
Calgary,  Alberta,  Canada,  T2P  3G4. 

For  further  information  or  to  secure  a  copy  of  Informational  Letter  IL  90-8,  please  contact  Jim  Yu, 
Assistant  Manager,  Pipeline  Department. 


J.  P.  Prince,  Ph.D. 
Vice  Chairman 
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APPENDIX  C:  Description  of  Issues  and  Positions 
ISSUES 

TERMS  OF  SERVICE 

1 .  INITIAL  CONTRACT  TERM 

2.  CONTRACT  RENEWAL 

3.  CONTRACT  RELIEF 

4.  RELATIONSHIP  BETWEEN  CONTRACTED  AND  PHYSICAL  CAPACITY 

5.  ASSIGNMENTS  AND  TRANSFERS 
EXPANSION  CRITERIA  AND  SYSTEM  DESIGN 

6.  DESIGN  PHILOSOPHY 

7.  ECONOMIC  CRITERIA  FOR  NEW  RECEIPT  CAPACITY 

8.  FIRM  SERVICE  CYCLE 
IMPLICATIONS  FOR  SUPPLY 

9.  COST  OF  FACILITIES 

10.  COST-OF-SERVICE 

1 1 .  COST  ALLOCATION  AND  RATE  DESIGN 

12.  ROLL-IN  OF  THIRD  PARTY  CHARGES 

13.  SWING  PLANT  COMPENSATION 

14.  PEAK  DAY  SUPPLY  AVAILABILITY 
METHOD  OF  REGULATION 


TERMS  OF  SERVICE 


1  INITIAL  CONTRACT  TERM 
Description  of  Issue 

In  mid-1990,  NOVA  implemented  the  "economic  test"  to  determine  the  initial  contract  term  for  new 
receipt  facilities.  The  economic  test  determines  the  initial  contract  term  as  the  number  of  years 
required  to  offset  the  new  receipt  facility's  capital  and  operating  cost  through  revenues  generated  by 
that  facility.  The  main  issue  is  whether  the  contract  term  determined  by  the  economic  test  is  long 
enough  to  recover  a  sufficient  portion  of  the  costs  of  new  facilities  from  its  users  or  if  it  encourages 
uneconomic  projects. 

The  treatment  of  new  receipt  or  delivery  point  service  contract  terms  which  require  new  mainline  and 
intermediate  mainline  facilities  was  also  raised  as  one  of  the  issues  by  a  number  of  participants.  The 
question  of  who  should  pay  for  new  facilities  downstream  of  a  receipt  point,  and  over  what  time 
period,  was  the  essence  of  this  issue. 

NOVA'S  View 

The  economic  test  for  new  receipt  point  contract  terms  implemented  in  mid- 1990  was  supported  by  the 
Joint  Industry  Task  Force  and  customers.  Similarly,  delivery  point  obligations  have  not  been 
challenged  at  this  time.  Therefore,  NOVA  recommends  that  "if  any  customer  wishes  to  pursue  any 
modifications  to  the  existing  policy,  a  proposal  should  be  submitted  through  the  Joint  Industry  Task 
Force". 

2  CONTRACT  RENEWAL 
Description  of  Issue 

Several  parties  argued  that  current  contract  renewal  policy  which  allows  a  minimum  contract  term  of  1 
year,  provided  that  notice  is  given  3  months  prior  to  termination  of  the  service,  is  unfair  relative  to 
the  requirements  for  new  service.  A  number  of  parties  suggested  that  the  notice  period  for  contract 
renewal  should  be  extended  to  coincide  with  the  Firm  Service  Cycle  to  ensure  that  the  needs  of 
renewing  customers  are  properly  incorporated  into  the  planning  process. 

NOVA's  View 

Before  October  1991,  when  this  concern  was  raised  by  the  Joint  Industry  Task  Force  and  the  Alberta 
Department  of  Energy,  NOVA's  customers  did  not  take  issue  with  the  above  matter.  In  response  to 
the  Joint  Industry  Task  Force  and  Alberta  Department  of  Energy,  NOVA  issued  a  discussion  paper 
with  the  following  recommendations: 

1 .  The  provision  allowing  a  3-month  notice  period  for  contract  renewal  be  terminated  on  31 
July  1992. 

2.  Effective  1  August  1992,  the  notice  period  for  renewal  of  firm  service  would  match  the 
length  of  the  firm  service  design  cycle,  for  a  minimum  contract  term  of  1  year. 

3.  The  notice  requirement  would  apply  to  firm  service  at  receipt  points  and  delivery  points. 
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3  CONTRACT  RELIEF 
Description  of  Issue 

Contract  relief  pertains  to  situations  where  customers  that  no  longer  require  NOVA  service  at  a 
particular  station,  in  part  or  fully,  seek  a  reduction  in  their  contract  demand.  Based  on  the  current 
rate  structure,  if  contract  demand  relief  is  granted,  the  customer's  demand  charges  will  be  reduced. 
This  is  distinct  from  having  a  contract  retired  as  a  result  of  being  paid  out,  or  as  a  result  of 
assignment,  when  contractual  obligations  are  transferred  to  another  party,  or  as  a  result  of  the  transfer 
of  contractual  obligations  to  another  receipt  point. 

Some  shippers  suggested  that  there  should  be  provisions  to  reduce  the  contracted  volume  prior  to  the 
end  of  their  contracted  term  to  accommodate  declining  deliverability  of  reserves  at  a  specific  receipt 
point,  and  that  this  should  be  applicable  to  any  contract  that  includes  initial  contract  terms. 

Some  parties  argued  that  changes  to  NOVA's  contracting  practices  in  1988,  have  created  inequity 
among  the  users  of  the  system.  For  pre- 1988  contracts,  the  current  renewal  system  was  not  available, 
the  choice  had  to  be  made  between  a  15-year  contract  or  a  2-year  contract,  without  any  renewal  right. 
These  parties  suggested  that  their  contract  terms  should  be  reduced  to  be  similar  to  those  of  new 
customers  using  the  current  economic  test. 

Other  parties  countered  that  shippers  should  live-up  to  their  contractual  obligations  and  should  not  be 
permitted  any  form  of  relief.  Shippers  who  are  over-contracted  at  a  particular  point  should  use 
assignments  or  a  transfer  mechanism  to  reduce  their  contractual  obligations. 

NOVA's  View 

NOVA  responded  that  the  changes  in  the  rate  design  from  commodity-based  to  demand/commodity 
rate  provided  all  customers  an  opportunity  to  change  their  receipt  or  delivery  point  contractual 
obligations.  While  some  took  this  opportunity,  others  opted  for  longer  term  demand  contracts. 
However,  NOVA  stated  that  the  continued  appropriateness  of  this  practice  may  be  a  matter  that  now 
should  be  reviewed.  In  January  1992,  NOVA  provided  a  proposal  to  make  some  changes  for  over- 
contracted  receipt  and  delivery  points.  NOVA  has  proposed  mat: 

•  relief  of  receipt  contract  demand  be  granted  at  over-contracted  stations  down  to  the  receipt 
point  capacity;  and 

•  relief  of  proratable  delivery  contract  demand  be  granted  at  over-contracted  delivery  stations 
(Empress)  down  to  the  delivery  capacity. 

NOVA  has  suggested  that  any  requests  for  relief  be  accommodated  in  the  order  they  are  received. 

4  RELATIONSHIP  BETWEEN  CONTRACTED  AND  PHYSICAL  CAPACITY 
Description  of  Issue 

Many  parties  argued  that  new  receipt  contracts  should  not  be  issued  if  a  receipt  point  is  fully 
contracted,  regardless  of  whether  the  receipt  point  is  fully  used.  On  the  other  hand,  a  few  shippers 
suggested  that  receipt  contracts  should  be  issued  to  any  shipper  requesting  service  at  a  receipt  point 
whether  there  is  unused  capacity  or  not. 
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Several  parties  commented  on  the  practice  whereby  new  "proratable"  firm  delivery  contracts  are 
issued  for  delivery  service  at  the  Empress  delivery  point,  regardless  of  whether  this  point  is  fully 
contracted.  By  allowing  Empress  to  become  overcontracted,  it  is  argued  that  TCPL  capacity  holders 
have  the  leverage  to  bump  one  firm  shipper  in  favour  of  another;  effectively  deciding  which  firm 
NOVA  shipper  will  access  delivery  capacity  at  Empress.  To  the  extent  that  NOVA  is  overcontracted, 
shippers  bumped  from  their  market  will  end  up  paying  demand  charges  for  capacity  they  are  unable  to 
use. 

Some  parties  argued  that  NOVA  should  not  overcontract  and  that  a  queue  should  be  established  for 
issuing  delivery  contracts,  as  is  done  at  receipt  points  and  on  other  downstream  pipelines.  In  contrast, 
others  suggested  that  delivery  contracts  should  be  issued  to  any  shipper  requesting  firm  delivery 
service,  regardless  of  whether  the  delivery  point  is  fully  contracted  or  not.  The  availability  of 
proratable  firm  service  was  essential  in  allowing  new  shippers  direct  access  to  markets  outside  of 
Alberta. 

NOVA'S  View 

Nova  indicated  that  it  allowed  receipt  points  to  be  overcontracted  prior  to  1  November  1986  when  the 
firm  service  rate  was  100  per  cent  commodity.  Customers  had  an  opportunity  to  rationalize  their 
contracts  on  1  November  1986  when  demand/commodity  rates  were  introduced  for  ex- Alberta 
volumes,  and  on  1  November  1989  when  demand/commodity  rates  were  introduced  for  intra-Alberta 
volumes. 

NOVA  indicated  that  the  introduction  of  proratable  firm  service  at  Empress  in  May  of  1987..."  was  a 
necessary  step  to  meet  the  needs  of  their  customers  in  the  deregulated  marketplace.  The  continued 
appropriateness  of  this  practice  may  be  a  matter  that  should  now  be  reviewed." 

NOVA  circulated  a  discussion  paper  on  12  February  1992  seeking  comments  on  the  possible 
elimination  of  proratable  firm  service  for  1  November  1992. 

5  ASSIGNMENTS  AND  TRANSFERS 

Description  of  Issue 

Most  parties  strongly  encouraged  the  use  of  assignments  as  a  means  of  better  utilizing  existing 
capacity.  Assignments  are  also  considered  to  be  a  better  alternative  to  granting  outright  relief.  Some 
argued  that  if  NOVA  would  approve  assignments  for  terms  shorter  than  the  remaining  contract  terms, 
shippers  would  be  encouraged  to  use  assignment.  Finally,  establishment  of  an  electronic  information 
system  could  facilitate  matching  shippers  seeking  to  assign  capacity  with  those  seeking  to  obtain  it. 

A  number  of  parties  argued  that  the  transfer  of  receipt  contracts  to  another  receipt  point  which  is  not 
fully  contracted  may  also  be  a  better  alternative  than  allowing  outright  relief.  Transfers  are  currently 
allowed  only  to  downstream  receipt  points  if  capacity  is  available.  A  few  shippers  argued  that  this 
requirement  is  unreasonable  and  should  be  removed. 

NOVA's  View 

NOVA  agrees  with  the  above  notion  that  assignments  and  transfers  should  be  used  to  better  optimize 
the  utilization  of  the  system  and  that  these  are  better  alternatives  to  granting  outright  contract  demand 
relief.  NOVA  stated  that  both  concerns  raised  on  the  assignment  issue  have  been  resolved. 
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Currently,  the  minimum  term  for  a  short-term  assignment  is  one  week  with  no  limit  on  maximum 
term.  Furthermore,  since  June  1991,  NOVA  introduced  "Marketplace"  as  an  additional  feature  of  the 
NOVA  On-line  Transportation  Information  System  (NOTIS)  in  order  to  facilitate  customers 
advertising  available  or  required  firm  service  capacity. 

NOVA  also  stated  that  it  has  consistently  encouraged  customers  seeking  relief  to  use  transfers  where 
appropriate  and  believes  that  using  transfers  is  a  preferred  option  for  contract  demand  relief. 
However,  NOVA  argued  that  not  all  transfers  could  be  accommodated.  A  transfer  to  an  upstream 
receipt  point  would  require  firm  mainline  capacity  that  often  is  not  available,  whereas,  a  downstream 
transfer  utilizes  the  same  mainline  capacity  as  the  original  service  did. 

NOVA  recommended  that  the  matter  of  transfers  be  further  reviewed  by  the  Joint  Industry  Task  Force 
and  customers  and  changes  be  made  to  the  existing  procedure  as  appropriate. 

EXPANSION  CRITERIA  AND  SYSTEM  DESIGN 

6  DESIGN  PHILOSOPHY 

Description  of  Issue 

A  number  of  submitters  raised  concerns  about  NOVA's  design  philosophy  and  the  impact  of  this  on 
the  cost-of-service.  They  questioned  generally  whether  the  system  operates  optimally  in  terms  of  the 
present  capacity  relative  to  the  present  throughput  of  gas.  Some  expressed  concern  mat  the  receipt-to- 
delivery  capacity  ratio  is  currently  higher  than  in  the  past  and  is  forecast  to  increase  further.  Specific 
issues  raised  are  set  out  below. 

•  Designed  to  Meet  Peak  Day 

Some  shippers  questioned  the  need  to  have  a  pipeline  system  capable  of  meeting  peak  day 
delivery  requirements  back  to  the  field.  Since  average  day  requirements  are  much  lower 
than  peak  day,  some  shippers  asked  whether  peak  day  needs  could  be  met  more  cheaply 
through  the  use  of  storage  rather  than  pipe  capacity. 

•  Intermediate  Mainline  Capacity 

Intermediate  mainlines  are  designed  to  meet  an  area's  prorated  share  of  mainline  capacity. 
As  a  result,  intermediate  mainlines  are  not  designed  to  permit  all  receipt  capacity  in  an  area 
to  simultaneously  reach  the  mainline.  If  too  many  nominations  are  received  in  an  area, 
prorationing  results.  Some  shippers  argue  that  intermediate  mainlines  should  be  sized  to 
avoid  the  need  for  prorationing;  all  receipt  points  should  be  guaranteed  unencumbered 
access  to  the  mainline.  Some  also  suggest  mat  the  possibility  of  prorationing  causes 
shippers  to  request  additional  receipt  capacity  to  minimize  the  effects  of  being  prorationed. 

•  System  Optimization 

Several  parties  called  for  a  comprehensive  means  of  ensuring  that  NOVA's  system  is 
designed  and  operated  in  an  optimal  way.  The  Technical  Audit  commissioned  by  the 
Facilities  Liaison  Committee  is  intended  to  address  this  and  other  related  issues.  However, 
some  think  a  more  systematic  review  is  needed. 
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NOVA's  View 

NOVA  indicated  that  current  system  design  criteria,  principles  and  assumptions  were  developed  over 
time  through  dialogue  with  its  customers.  Its  obligations  under  contractual  arrangements  are  to 
receive,  transport  and  deliver  the  volume  of  gas  tendered  by  a  customer  up  to  the  maximum  contract 
demand  specified  in  the  contract. 

In  the  past  two  years,  as  a  result  of  ERCB  Information  Letter  90-8  and  the  formation  of  the  Facility 
Liaison  Committee,  NOVA  has  provided  a  description  of  its  facility  planning  methodology  and  annual 
facility  requirements  in  an  Annual  Plan.  The  Annual  Plan  has  been  filed  with  the  ERCB  and 
distributed  to  NOVA's  customers  and  other  interested  parties.  The  Facilities  Liaison  Committee  has 
actively  reviewed  the  Annual  Plan  and  also  commissioned  an  audit  of  NOVA's  design  and  operating 
procedures  and  philosophies.  NOVA  recommended  the  Facilities  Liaison  Committee  as  an  effective 
forum  for  the  timely  exchange  of  information  respecting  long-term  facility  planning  and  specific 
expansion  plans. 

7  ECONOMIC  CRITERIA  FOR  NEW  RECEIPT  CAPACITY 

Description  of  Issue 

Justification  of  Receipt  Capacity  Additions 

A  number  of  shippers  pointed  out  that  the  current  economic  criteria  to  determine  the  appropriate 
contract  term  and  applicable  surcharge  focuses  on  individual  receipt  applications.  Some  shippers 
argue  that  requests  for  new  receipt  capacity  should  be  screened  to  determine  whether  they  are  needed. 

Others  were  of  the  view  that  if  a  party  requesting  new  receipt  capacity  bases  its  decision  on  economic 
criteria  that  reflects  the  true  incremental  costs  of  new  capacity,  the  decision  to  bring  on  new  receipt 
capacity  should  rest  with  the  party.  Some  cautioned  however,  that  shippers  should  have  a  clear 
understanding  about  downstream  delivery  capacity  and  the  size  of  the  available  market. 

Balancing  Costs  and  Revenues 

A  number  of  parties  argued  that  the  current  criteria  for  determining  the  term  of  an  initial  contract,  is 
biased  because  a  portion  of  these  receipt  tolls  implicitly  pay  for  the  use  of  downstream  facilities. 
Some  shippers  argued  that  only  a  portion  of  the  receipt  toll  should  be  used  when  determining  the 
initial  contract  term.  This  would  result  in  longer  initial  contract  terms. 

Inclusion  of  Downstream  Costs 

A  number  of  shippers  argued  that  if  new  downstream  facilities  are  needed  as  a  result  of  the  addition  of 
new  receipt  capacity,  a  portion  of  these  costs  should  also  be  included  when  determining  the  initial 
term  for  receipt  contracts.  This  also  would  result  in  a  longer  initial  contract  term.  On  the  other 
hand,  parties  also  suggested  that  any  decision  to  single  out  new  shippers  as  being  responsible  for  the 
cost  of  new,  common  use  facilities  could  only  be  arbitrary.  Similarly,  the  possibility  that  new 
shippers  might  face  surcharges  that  result  from  the  costs  of  new  downstream  facilities  is  also  at  odds 
with  the  concept  of  the  postage  stamp  toll. 
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NOVA's  View 

NOVA's  position  on  this  issue  is  as  described  under  the  heading,  Initial  Contract  Term.  It  indicated 
that  an  "economic  test"  is  currently  used  to  determine  initial  contract  terms  for  receipt  meter  stations 
and  laterals.  The  economic  test  determines  the  contract  term  to  be  the  number  of  years  required  for 
revenue  generated  through  service  on  a  new  receipt  facility  to  equal  the  owning  and  operating  costs  of 
the  new  facility.  This  test  was  an  attempt  to  prevent  the  uneconomic  request.  At  the  same  time,  the 
intention  was  to  not  make  the  process  too  difficult  for  new  customers  to  gain  access  to  the  system. 

NOVA  stated  that  the  application  of  the  economic  test  has  resulted  in  customer  cancellation  of  a 
number  of  requests  for  receipt  meter  stations  and  laterals  which  were  determined  to  be  uneconomic. 

NOVA  pointed  out  that  over  the  past  several  years  most  of  the  new  delivery  point  contracts  have  been 
for  shorter  terms.  NOVA  indicated  that  the  trend  to  short-term  contracts  and  increasing  volumes 
moving  under  these  contracts  has  left  NOVA  concerned  about  its  financing  of  expansions.  NOVA 
also  indicated  that  it  has  received  a  number  of  complaints  from  shippers  with  long-term  contracts  who 
felt  they  were  being  unfairly  treated  since  they  were  committed  to  new  services  at  delivery  points  on  a 
longer  term  basis. 

As  a  result  of  discussions  with  the  Joint  Industry  Task  Force,  NOVA  implemented  in  mid- 1991,  a 
15-year  term  requirement  for  requests  for  new  firm  service  delivery.  NOVA  indicated  that  it  has  not 
received  any  complaints  since  implementing  this  policy. 

8  FIRM  SERVICE  CYCLE 

Description  of  Issue 

There  was  considerable  agreement  that  the  Firm  Service  Cycle  should  be  as  short  as  possible  but  there 
is  some  disagreement  on  the  best  way  to  accomplish  this. 

Build  Downstream  Facilities  on  Approved  Forecasts 

Some  parties  suggested  that  the  addition  of  intermediate  mainline  capacity  could  be  based  on  approved 
forecasts  of  future  receipt  and  delivery  patterns.  Mainline  expansions  would  still  be  tied  to 
downstream  pipeline  expansion. 

Critics  of  this  approach  suggested  that  this  could  lead  to  excess  capacity  or  result  in  less  than  optimal 
construction  if  the  actual  receipt  and/or  delivery  requests  turn  out  to  be  different  than  forecast. 

Pre-purchase  of  Compression 

A  number  of  parties  argued  that  if  one  of  the  key  obstacles  to  shortening  the  current  cycle  is  the  long 
lead  time  required  for  ordering  compressors,  perhaps  they  could  be  ordered  in  advance  and  held  in 
inventory.  Carrying  costs  could  be  added  to  the  cost-of-service.  Others  cautioned  that  compression  is 
not  sufficiently  generic  to  be  ordered  without  the  specific  application  in  mind,  nor  would  this  result  in 
a  significant  shortening  of  the  cycle. 


7 


NOVA's  View 

NOVA  acknowledged  that  the  request  for  a  reduction  in  lead  time  of  the  firm  service  design  cycle  was 
communicated  to  NOVA  by  industry.  It  stated  that  all  parties,  including  NOVA,  would  like  to 
shorten  the  27  month  length  of  the  cycle  providing  that  reduction  in  cycle  length  does  not  result  in  a 
significant  increase  in  cost-of-service. 

NOVA  indicated  that  it  has  received  some  comments  from  industry  as  a  result  of  its  discussion  paper 
entitled  Options  for  Reducing  Lead  Time  to  Receive  Firm  Service,  and  is  currently  compiling 
background  information  and  undertaking  a  further  assessment  of  the  potential  impact  of  reducing  the 
lead  time  for  firm  service.  Therefore,  NOVA  recommended  that  this  matter  continue  to  be  addressed 
by  the  Facilities  Liaison  Committee  and  its  customers. 

IMPLICATIONS  FOR  SUPPLY 

9  COST  OF  FACILITIES 

Description  of  Issue 

A  large  number  of  parties  implied  that  new  receipt  facility  additions  appear  to  be  relatively  expensive. 
This  was  attributed  to  a  number  of  factors: 

•  High  standards  which  in  some  cases  may  be  excessive. 

•  Facilities  that  are  larger  than  necessary. 

•  Costs  are  not  as  low  as  possible. 

•  Overhead  charges  are  high. 

Parties  appear  to  want  some  way  of  ensuring  that  all  costs  are  well  justified. 

Some  parties  suggested  that  if  third  parties  can  construct  a  receipt  facility  to  NOVA  standards,  but  at 
a  lower  cost,  then  they  should  be  able  to  build  the  facility  and  sell  it  to  NOVA  at  cost.  It  may  be 
however,  that  some  initial  cost  savings,  perhaps  due  to  lower  overhead  costs,  would  be  offset  if 
NOVA  had  to  expend  similar  costs  before  it  would  be  willing  to  purchase  a  facility  constructed  by  a 
third-party. 

NOVA's  View 

NOVA  commented  that  it  has  discussed  this  subject  with  industry  through  the  Joint  Industry  Task 
Force  and  Facilities  Liaison  Committee  in  early  1991.  It  indicated  that  the  majority  of  the  difference 
in  the  total  cost  of  facilities  was  attributable  to  the  difference  between  NOVA's  and  the  producer's 
capitalization  methodology  with  respect  to  overhead  charges.  NOVA  explained  that  while  it 
capitalizes  overhead  costs,  the  producers  expense  these  costs.  A  technical  audit  was  commissioned  by 
the  Facilities  Liaison  Committee  and  is  currently  being  reviewed  by  the  members  of  that  committee. 

NOVA  did  not  provide  any  comment  regarding  the  issue  of  allowing  third-party  construction. 
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10  COST-OF-SERVICE 
Description  of  Issue 

A  large  number  of  parties  expressed  concern  over  expected  increases  in  the  cost-of-service  and  its 
impact  on  transportation  rates.  Parties  attributed  expected  increases  to  the  number  of  requests  for  new 
receipt  service,  and  the  cost  of  NOVA-built  facilities. 

Most  parties  expressed  a  desire  for  more  detailed  information  on  how  the  cost-of-service  and  tolls  are 
determined.  This  would  include  greater  scrutiny  of  capitalization  procedures,  rate  of  return 
negotiations,  financing  costs,  overhead  and  other  operating  costs.  A  few  parties  singled  out  financing 
and  overhead  costs  as  requiring  additional  scrutiny  to  ensure  that  these  costs  were  not  unduly 
influenced  by  NOVA's  non-utility  related  activities. 

A  few  parties  suggested  that  NOVA  should  be  regulated  on  the  basis  of  a  test  year  rather  than  on  the 
present  basis  of  full  recovery  of  cost-of-service  because  the  present  approach  does  not  offer  NOVA 
enough  incentive  to  control  costs. 

NOVA's  View 

NOVA  acknowledged  that  the  increase  in  the  rate  base  is  driven  by  customer  requests.  NOVA 
indicated  that  between  1986  and  1996,  the  annual  growth  rate  for  the  rate  base  is  expected  to  be 
13.1  per  cent  per  year.  It  stated  that  even  with  the  significant  expansion  over  this  period,  the 
operating  expenses  are  expected  to  grow  at  only  5  per  cent  per  year.  The  nominal  unit  cost-of-service 
for  the  1986  to  1996  period  is  expected  to  grow  at  nearly  3.3  per  cent  per  year. 

NOVA  also  stated  that  additional  information  is  available  to  anyone  requesting  it  or  through  the  Joint 
Industry  Task  Force.  It  noted  that  certain  cost-of-service  information  is  currently  available  to  all 
customers  through  annual  budget  presentations,  through  the  Shipper's  Audit  Committee  and  the  Joint 
Industry  Task  Force.  The  rate  of  return  has  been  negotiated  between  NOVA  and  the  Alberta  Gas 
Producer  Group. 

NOVA,  therefore,  recommended  that  if  additional  information  is  required,  the  Joint  Industry  Task 
Force  may  commission  independent  auditors  to  conduct  periodic  reviews  of  NOVA's  cost-of-service. 

1 1  COST  ALLOCATION  AND  RATE  DESIGN 
Description  of  Issue 

Currently,  NOVA  tolls  are  based  on  postage  stamp  rates  for  both  interruptible  and  firm  service. 
Intra-Alberta  deliveries  pay  approximately  one-half  the  rate  of  the  extra-Alberta  deliveries  for  each 
service  type.  The  latter  is  due  to  the  fact  that  intra-Alberta  deliveries,  on  average,  travel  half  as  far  as 
extra- Alberta  deliveries. 

Postage  Stamp  vs.  Distance-Based  Tolls 

Some  shippers  argued  that  tolls  should  reflect  the  costs  associated  with  distance  of  haul  more  directly 
than  the  current  approach  allows.  The  fact  that  short-haul  shippers  subsidize  long-haul  shippers  is 
both  inequitable  and  inefficient.  However,  a  number  of  parties  noted  that  the  current  tolling  system 
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does  in  fact  reflect  the  distance  of  haul  since  intra-Alberta  deliveries  pay  less  than  the  export 
deliveries. 

Others  suggested  that  the  postage  stamp  system  is  less  complicated  than  distance-based  approaches  and 
that  allowing  all  gas  to  reach  markets  on  the  same  terms  promotes  resource  development  in  remote 
areas. 

Postage  Stamp  for  Non-Alberta  Gas 

Some  shippers  argued  that  the  intent  of  the  postage  stamp  is  to  levelize  costs  amongst  Alberta  shippers 
and  that  mis  policy  should  not  be  extended  to  gas  that  does  not  originate  within  the  Province  of 
Alberta.  Costs  could  be  allocated  fairly  between  Alberta  sourced  gas  and  non-Alberta  gas  based  on 
distance  of  haul.  Alberta  could  then,  if  it  so  desired,  levelize  these  costs  through  use  of  a  postage 
stamp  toll.  Others  argued  that  any  difference  in  tolls  would  be  discriminatory. 

Intra-Alberta  Delivery  Charges 

Some  parties  argued  that  while  the  "half  postage  stamp"  may  reflect  that  intra-Alberta  deliveries  do 
not  travel  as  far,  this  approach  does  not  adequately  reflect  the  cost  of  mainline  and  delivery  capacity 
that  must  be  reserved  for  intra-Alberta  shippers.  Some  parties  suggested  that  delivery  charges  should 
be  applied  to  intra-Alberta  deliveries.  Delivery  tolls  could  be  set  lower  reflecting  the  shorter  distance 
of  haul. 

Three-Part  Toll  Design 

A  few  shippers  suggested  a  toll  design  that  would  comprise  receipt,  transmission  and  delivery  charges. 
Proponents  suggest  that  this  would  allow  for  a  better  match  between  receipt  tolls  and  the  costs 
associated  with  receipt  facilities.  Transmission  tolls  could  reflect  differences  in  distance  of  haul. 
Delivery  could  be  charged  to  all  shippers.  Transmission  and  delivery  contracts  could  be  for  the  same 
term  and  volume. 

NOVA'S  View 

NOVA  stated  that  since  its  inception  in  the  mid-1950s,  NOVA's  rate  design  has  changed  considerably 
due  to  the  fact  that  the  nature  of  its  customers  has  changed.  NOVA,  which  was  established  to  serve 
TCPL  for  the  eastward,  out-of-province  gas  and  later,  for  Alberta  and  Southern  and  the  Westcoast 
Transmission  Company  for  gas  moving  west  outside  the  province,  now  serves  numerous  customers. 
While  in  the  early  years  all  costs  were  allocated  to  the  customer  requesting  the  service,  it  is  now 
impossible  to  make  such  allocations. 

NOVA  stated  that  the  current  postage  stamp  concept  has  been  in  place  since  mid- 1980  based  on 
Alberta  Regulation  194/80  which  incorporated  the  recommendation  of  the  PUB.  NOVA  stated  that 
the  reasons  stated  in  the  PUB's  recommendation  remain  true  today,  and  therefore,  the  postage  stamp 
concept  remains  valid,  and  is  supported  by  NOVA's  customers  and  interested  parties.  Modifications 
have  been  made  over  time  as  needed,  to  best  suit  changing  circumstances. 

NOVA  recommended  that  the  Joint  Industry  Task  Force  review  the  issue  of  rate  design  to  see  if  a 
more  comprehensive  structure  would  better  fit  the  customer  needs. 
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12  ROLL-IN  OF  THIRD-PARTY  PIPELINE  CHARGES 
Description  of  Issue 

Considerable  debate  surrounded  the  issue  of  whether  NOVA  should  contract  for  transmission  on  third- 
party  pipelines,  and  then  provide  service  on  these  pipelines  as  part  of  the  postage  stamp  rate.  The 
costs  of  contracting  these  facilities  would  then  be  recovered  through  the  cost-of-service. 

Parties  in  favour  claim  that  roll-in: 

•  is  consistent  with  the  concept  of  the  postage  stamp; 

•  would  eliminate  distortions  in  development  patterns  that  can  result  if  shippers  attempt  to 
avoid  the  use  of  third-party  facilities;  and 

•  is  currently  accepted  in  the  case  of  some  third-party  lines. 
Parties  opposed  claim  that: 

•  NOVA  shippers  may  be  exposed  to  risks  associated  with  the  costs  of  contracting  for  the 
use  of  third-party  facilities,  and  that 

•  roll-in  might  be  perceived  as  forcing  utility-related  costs  onto  export  volumes. 
NOVA's  View 

NOVA  stated  that  between  1981  and  1984,  it  had  on  a  limited  basis,  accepted  some  portions  of  third 
party  charges.  However,  it  discontinued  this  practice  due  to  the  risks  it  perceived  to  NOVA's 
customers  and  shareholders.  NOVA's  concern  was  that  its  actions  of  accepting  third  party  charges 
would  be  subject  to  complaint  on  the  basis  that  the  rolled-in  charges  were  unreasonable.  This  policy 
was  later  confirmed  by  the  PUB  in  its  decision  on  the  Natural  Gas  Transportation  Rate  Inquiry 
(E86110). 

NOVA  indicated  that  it  has  been  asked  to  look  into  the  appropriateness  of  this  policy.  Over  the  last 
two  years,  NOVA  has  heard  and  considered  diverse  views  on  this  policy  and  on  its  interpretation. 
NOVA,  after  listening  to  these  diverse  views,  concluded  that  it  would  be  inappropriate  to  roll-in  third 
party  transportation  charges. 

NOVA  suggested  that  "if  the  Minister  of  Energy  determines  that  the  equalization  of  transportation 
rates  throughout  Alberta  is  in  the  public  interest,  he  may  call  a  generic  hearing  involving  producers, 
consumers,  government,  transportation  companies,  distribution  companies  and  other  interested  parties 
to  determine  the  mechanism  by  which  equalization  should  occur  within  the  province". 

13  SWING  PLANT  COMPENSATION 
Description  of  Issue 

The  NOVA  system  provides  a  high  degree  of  flexibility  in  its  service  to  accommodate  requested 
changes  in  nominations.  This  flexibility  is  an  advantage  to  both  suppliers  and  markets.  The  NOVA 
system  currently  uses  about  40  swing  plants  to  provide  the  quick  response  needed  to  meet  market  and 
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pipeline  capacity  flow  changes.  These  plants  currently  process  about  40  per  cent  of  the  total  gas  flow 
within  the  province.  The  provision  to  provide  swing  service  involves  a  substantial  cost  to  the 
producers,  for  which  no  compensation  is  received.  Therefore,  it  was  suggested  by  some  that,  either 
alternative  methods  of  providing  flexibility  (such  as  storage)  be  set  up  on  NOVA's  system,  or 
producers  who  provide  swing  service  be  adequately  compensated. 

NOVA's  View 

NOVA  stated  that  swing  plant  compensation  is  one  of  the  issues  related  to  providing  flexibility  on  the 
system.  Other  issues  related  to  the  subject  are  nomination  and  allocation  practices,  management  of 
inventory  balances,  supply  availability  and  facility  design.  The  compensation  issue  was  identified  by 
the  Joint  Industry  Task  Force  in  late  1989. 

NOVA  indicated  that  an  industry  subcommittee  was  formed  in  early  1990  to  address  the  issue  and 
provide  the  Task  Force  with  its  recommendation.  The  subcommittee  recommended  that  in  addition  to 
examining  the  compensation  issue,  the  need  for  swing  plants  should  also  be  assessed.  Therefore,  the 
swing  plant  subcommittee  concluded  that  further  groundwork  is  needed.  The  committee  is  still  active 
and  will  bring  a  recommendation  to  the  Joint  Industry  Task  Force. 

14  PEAK  DAY  SUPPLY  AVAILABILITY 

Description  of  Issue 

The  availability  of  adequate  supply  during  peak  demand  was  not  raised  by  any  of  the  original 
submitters.  However,  NOVA  raised  this  as  an  issue  and  made  the  following  comments. 

NOVA's  View 

NOVA  indicated  that  over  the  past  3  years,  it  has  experienced  difficulties  with  deliverability  of  natural 
gas  during  periods  of  peak  demand.  This  has  resulted  in  shortages  of  total  gas  supply  relative  to  total 
nominations  of  downstream,  connected  pipelines  on  several  occasions.  During  these  periods  however, 
NOVA  was  able  to  maintain  its  ability  to  meet  the  nominations. 

NOVA  noted  that  poor  supply  responsiveness  and  reliability  is  a  problem  and  should  be  dealt  with  by 
industry.  NOVA  indicated  that  the  Nomination  and  Allocation  Committee  is  currently  considering  this 
issue  and  will  develop  recommendations  for  consideration  by  all  interested  parties. 

METHOD  OF  REGULATION 

Description  of  Issue 

Almost  every  party  expressed  a  view  on  the  effectiveness  of  the  current  method  under  which  NOVA's 
gas  transmission  operation  is  regulated.  Some  parties  expressed  complete  satisfaction  with  the  current 
"complaint-based"  approach;  others  called  for  changes  ranging  from  slight  modifications  to  significant 
changes  that  would  involve  regular  hearings. 

Parties  advocating  a  changed  approach  also  expressed  views  on  the  most  appropriate  means  of 
deciding  and  implementing  a  new  method  of  regulation.  Much  of  this  discussion  centred  on  whether 
changes  to  the  manner  in  which  NOVA  is  regulated  should  be  decided  through  an  initial  hearing,  and 
whether  an  initial  hearing  is  also  needed  to  deal  with  outstanding  operational  issues. 
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Parties  calling  for  change  focused  on  the  following  key  areas  of  concern: 

•  A  number  of  parties  have  argued  that  NOVA  is  not  compelled  to  provide  sufficiently 
detailed  cost-of-service  information  to  assess  whether  the  components  that  make  up  the 
cost-of-service  are  correctly  reported  and  prudently  incurred.  There  is  no  open  forum  to 
review  and  discuss  cost-of-service  and  tolling  issues  as  there  is  for  facility  and  general 
policy  matters. 

•  Several  parties  have  suggested  that  the  committees  lack  sufficient  structure  and  authority  to 
ensure  that  important  policy  issues  are  resolved  in  a  fair  and  timely  manner.  In  some 
cases,  decisions  are  not  taken  unless  a  consensus  emerges.  In  others,  decisions  are  taken 
that  do  not  reflect  the  wishes  of  the  majority  of  participants. 

•  Parties  have  suggested  that  the  existing  complaint  provisions  are  inadequate.  These 
provisions  are  rarely  used  because  they  are  perceived  as  being  costly  and  confrontational. 

•  The  12-month  limit  on  PUB  decisions  is  cited  as  a  major  factor  which  inhibits  appeal. 

•  Parties  argue  that  the  jurisdictional  split  between  the  ERCB  and  the  PUB  gives  rise  to 
potential  overlaps  and  gaps  that  make  appeals  to  one  Board  or  the  other  uncertain. 

•  Some  parties  have  suggested  that  the  current  approach  allows  NOVA  to  implement  changes 
in  a  unilateral  fashion.  This  unfairly  places  the  onus  on  the  affected  parties  to  challenge 
changes  through  the  complaint  procedure,  which  some  perceive  as  being  onerous. 

NOVA'S  View 

NOVA  indicated  that  the  current  regulatory  framework  could  be  enhanced  with  some  suggested 
improvements.  However,  in  NOVA's  view,  the  only  acceptable  alternative  to  the  existing  method  of 
regulation  would  be  full  traditional  pipeline  regulation. 

NOVA  commented  that  its  mandate  is  broader  than  being  "responsible  to  users  of  the  system".  It 
indicated  that  NOVA's  current  legislation  is  based  on  a  report  to  the  Government  by  the  Petroleum 
and  Natural  Gas  Conservation  Board  in  1953.  NOVA  stated  that  broad  public  interest  objectives  form 
part  of  the  purpose.  It  indicated  that,  providing  flexibility  of  development  and  facilitating 
conservation  are  some  of  the  other  responsibilities  given  to  NOVA.  Therefore,  it  is  left  with  the 
difficult  task  of  identifying,  weighing  and  balancing  the  often  conflicting  and  competing  interests  and 
objectives  of  consumers,  producers,  transporters  and  the  public,  generally.  The  existing  method  of 
regulation  benefits  those  affected  by  NOVA's  operations  in  terms  of  cost  savings  by  avoiding  lengthy 
and  often  confrontational  annual  toll  and  facility  hearings  and  provides  more  flexibility  to  respond  to 
service  requests. 

NOVA  asserted  that  while  the  industry  is  going  through  a  wholesale  deregulation  of  the  gas  industry, 
it  is  concerning  and  interesting  to  see  advocates  of  greater  regulation  for  NOVA.  NOVA  stated  that 
the  current  method  of  regulation  could  be  improved  to  better  satisfy  both  NOVA  and  its  customers. 
However,  the  fact  that  so  few  complaints  have  been  filed  with  the  PUB  or  the  ERCB  indicates  that  the 
system  has  some  small  problems.  It  rejected  the  notion  that  customers  are  reluctant  to  complain 
because  of  fear  of  retaliation  by  NOVA. 
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NOVA  acknowledged  that  since  1986,  the  gas  industry  has  undergone  major  change  and  NOVA  has 
and  will  continue  to  work  hand-in-hand  to  modify  its  rates,  rate  design,  and  terms  and  conditions  to 
better  serve  its  customers.  NOVA  provided  a  number  of  suggestions  for  changes  in  the  regulatory 
framework  that  are  outlined  below: 

•  The  Joint  Industry  Task  Force  could  periodically  commission  independent  auditors  to 
conduct  a  review  of  cost-of-service. 

•  NOVA's  design  and  operations  could  be  audited  on  a  periodic  basis. 

•  All  customers  and  interested  parties  could  be  informed  of  all  proposed  changes  in 
methodology  and  practice  affecting  NOVA's  cost-of-service  and  operations. 

•  NOVA  could  provide  quarterly  operational  and  financial  updates  to  the  Joint  Industry  Task 
Force,  Facilities  Liaison  Committee,  and  interested  parties. 

•  Dialogue  and  consultation  could  follow  a  more  defined  process. 

NOVA  stated  that  because  the  public  interest  in  its  rates,  tolls  and  other  charges,  and  terms  and 
conditions  of  service  is  broader  than  is  currently  represented  by  industry  committees,  the  only 
alternative  to  the  current  method  of  regulation  is  full  traditional  pipeline  regulation.  NOVA 
emphasized  that  regulation  by  a  special  Board  to  oversee  NOVA's  operations  only,  would  not  be 
acceptable.  A  voting  mechanism,  in  place  for  segments  of  industry  represented  by  any  industry 
committee,  could  not  appropriately  identify,  weigh  and  balance  the  diverse  constituency  in  a  fair  and 
equitable  manner.  Full  regulation,  on  the  other  hand,  would  balance  the  interests  of  consumers, 
producers,  NOVA's  shareholders,  special  interest  groups,  and  all  those  affected  by  NOVA's 
operation. 

NOVA  concluded  that  the  current  method  of  regulation  works  very  well.  NOVA  stated  that  it  is 
prepared  to  implement  the  proposals  described  in  its  submission  to  this  review  process  to  make  a  good 
regulatory  framework  even  better.  NOVA  emphasized  that  the  result  would  be  an  effective  and 
efficient  framework  based  on  dialogue  and  consultation  rather  than  on  conflict  and  adversarial 
proceedings. 
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Informational  IL90_8 
Letter 


TO:     All  Oil  and  Gas  Well,  Pipeline  22  June  1990 

and  Gas  Plant  Operators, 
Gas  Utility  Companies  and  NOVA  Customers 


PROCEDURES  FOR  THE  ASSESSMENT  OF 

NOVA  PIPELINE  APPLICATIONS  -  INDUSTRY  REVIEW 


Since  1980  the  handling  by  the  ERCB  of  the  NOVA  Corporation  of 
Alberta  (NOVA)  pipeline  applications  with  respect  to  industry 
issues  has  been  in  accordance  with  the  ERCB  Informational  Letter 
IL  80-10  "Procedures  and  Economic  Criteria  for  the  Assessment  of 
Future  Alberta  Gas  Trunk  Line  Applications",     In  view  of  the 
deregulation  of  the  gas  industry,  NOVA'S  major  system  expansion 
program  and  its  potential  impact  on  the  cost  of  service,  the  ERCB 
initiated  a  review  to  see  if  changes  are  required  to  IL  80-10. 
Board  staff  met  with  and  received  comments  and  inputs  on  the 
matter  from  representatives  of  NOVA,  the  Canadian  Petroleum 
Association,  the  Independent  Petroleum  Association  of  Canada,  the 
Small  Explorers  and  Producers  Association  of  Canada,  the  Alberta 
Petroleum  Marketing  Commission,  and  three  major  shippers. 
Considering  the  advice  of  the  industry  the  Board  concluded  that 
the  attached  new  procedures  would  be  more  relevant  to  the  current 
situation  and  should  replace  those  set  out  in  IL  80-10.  The 
attached  procedure  for  review  of  NOVA  facilities  by  industry  will 
be  adopted  immediately. 

It  should  be  noted  that  these  new  procedures  deal  only  with 
industry  concerns  related  to  the  economic  and  orderly  development 
of  the  NOVA  system  and  the  impact  on  its  cost  of  service. 
Landowner /occupant,  other  public  interest,  or  environmental 
concerns  will  be  dealt  with  in  accordance  with  normal  ERCB 
procedure  to  ensure  that  any  person  whose  rights  may  be  directly 
and  adversely  affected  would  have  the  opportunity  to  comment  on 
the  matter. 


Should  you  have  any  questions,  please  contact  Mr.  Ed  Fox,  Manager 
of  the  Board's  Pipeline  Department,  at  297-8133. 

This  Information  Letter  supersedes  and  replaces  IL  80-10. 


Mink 
^^-Btfard  Member 

Attachment 


Attachment  to  Informational  Letter  IL  90-8 


PROCEDURES  FOR  THE  ASSESSMENT  OF 
NOVA  PIPELINE  APPLICATIONS  -  INDUSTRY  REVIEW 

The  Board  will  use  the  following  procedures  for  assessing  NOVA 
pipeline  applications. 

A        NOVA  is  required  to  establish  a  committee  and  appropriate 
sub-committees  with  representation  from  NOVA,  industry 
associations  such  as  the  Canadian  Petroleum  Association  the 
Independent  Petroleum  Association  of  Canada,  the  Small 
Explorers  and  Producers  Association  of  Canada ,  and  other 
interested  parties  for  the  purposes  of  facilitating  the 
effective,  efficient,  and  timely  exchange  of  information 
among  involved  parties  and  of  addressing  NOVA's  long-term 
planning  and  policy  issues.     Board  staff  will  participate  as 
observers  on  matters  that  are  within  ERCB  jurisdiction. 

B        NOVA  is  required  to  make  industry  aware  on  a  regular  basis 
of  its  upcoming  facility  additions  and  major  modifications 
at  an  early  stage  in  its  design  cycle  time.     Presently,  each 
design  cycle  time  is  approximately  27  months  from  the 
deadline  date  for  NOVA  customers  to  sign  their  firm  service 
requests  through  preliminary  design,  detailed  design, 
regulatory  approval,  and  construction  to  the  in-service  date 
of  all  resulting  facility  additions  and  major  modifications 
to  meet  such  service  requests. 

C        NOVA  will  use  a  two-stage  application  process.     The  first 
stage  is  the  filing  with  the  ERCB  of  an  annual  preliminary 
overall  system  plan  (Annual  Plan)  containing  all  planned 
facility  additions  and  major  modifications.     The  second 
stage  is  the  filing  of  the  final  technical,  cost, 
routing/ siting,  land,  environmental,  and  other  information 
required  to  complete  the  application  for  each  facility 
contained  in  the  Annual  Plan. 

D        The  Annual  Plan  will  be  filed  as  early  as  possible  in  the 
design  cycle  but  not  later  than  May  of  each  year. 

E        The  Annual  Plan  will  contain  sufficient  information  on  the 

need,  rationale,  and  justification  for  the  proposed  facility 
additions  and  major  modifications,  and  will  include  but  not 
be  limited  to 

(a)  system  demand  outlook, 

(b)  system  reserves  and  deliverability  on  an  areal  basis, 

(c)  assumptions,  design  criteria,  and  methodology, 


(d)  economic  criteria, 

(e)  preliminary  sizing  of  each  facility, 

(f)  preliminary  route/site  for  each  facility, 

(g)  preliminary  cost  estimate  and  construction  schedule  for 
each  facility, 

(h)  impact  on  NOVA's  cost  of  services  due  to  the 
implementation  of  the  Annual  Plan,  and 

(i)  long-term  plan  and  the  impact  resulting  from  the 
implementation  of  the  Annual  Plan  on  the  long-term 
plan. 

NOVA  is  required  to  publish  a  notice,  soon  after  the  Annual 
Plan  is  filed,  in  major  newspapers  advising  industry  that 
copies  of  the  Annual  Plan  can  be  obtained  from  NOVA  for 
review.     The  Board  will  also  have  a  copy  of  the  Annual  Plan 
placed  at  its  information  centre  for  public  viewing. 

The  Board  staff  will  review  the  Annual  Plan  and  may  request 
additional  information.     Such  a  review  could  include  a 
technical  review  with  industry  participation. 

Any  interested  industry  parties  who  have  concerns  or 
questions  on  any  generic  issues  or  on  any  individual 
facility  or  group  of  facilities  in  the  Annual  Plan  must 
contact  NOVA  directly  for  resolution.     If  any  of  these 
concerns  cannot  be  satisfactorily  resolved,  the  parties  may 
then  submit  them  to  the  Board  within  a  reasonable  period. 
The  Board  will  defer  the  consideration  of  concerns  on 
individual  facility  or  group  of  facilities  to  the  second- 
stage  application.     With  respect  to  the  concerns  on  generic 
issues  in  the  Annual  Plan,  the  Board  may  call  a  meeting  of 
interested  parties  to  discuss  them.    All  interested  parties 
will  be  notified. 

NOVA  will  file  the  second-stage  material  required  to 
complete  each  facility  application  referred  to  in  item  (C) 
as  soon  as  that  information  is  available. 

In  assessing  each  facility  application  with  respect  to  the 
need  of  notice,  the  Board  will  have  regard  for  its  review  of 
the  application  and  the  Annual  Plan,  submissions  received 
respecting  the  Annual  Plan,  concerns  submitted  regarding  the 
facilities,  and  any  significant  changes  in  facts  or 
circumstances  between  the  filing  of  the  Annual  Plan  and  the 
application.     If  every  aspect  referred  to  above  is  deemed  by 
the  Board  to  be  satisfactory,  the  application  may  be 
approved  without  a  notice  for  objection,  and  if  not,  a 
notice  will  be  issued.     The  notice  for  objections  would 
typically  be  issued  for  an  application  with  a  capital  cost 
in  excess  of  $10  million. 
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K        In  certain  instances  where  submissions  have  already  been 

filed  or  the  Board  is  aware  that  objections  will  likely  be 
filed,  it  may  go  directly  to  public  hearing.  Additionally, 
where  valid  objections  are  filed  as  a  result  of  notice,  a 
hearing  will  be  held. 

L        Any  facility  application  filed  for  approval  that  is  not 

contained  in  the  Annual  Plan  must  include,  in  addition  to 
material  referred  to  in  item  (C)  for  the  second-stage 
application,  information  on 

(a)  the  purpose  and  necessity  for  the  proposed  facility, 

(b)  the  reasons  why  it  was  not  included  in  the  Annual  Plan, 

(c)  the  impact  on  the  Annual  Plan, 

(d)  the  impact  on  NOVA'S  cost  of  service,  and 

( e )  the  impact  on  NOVA ' s  long-term  plan . 

Any  application  of  this  nature  will  be  assessed  on  its  own 
merit  and  advertised  if  required. 


